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January 5, 2007 
 
To the Governor and the Legislature of the 
State of South Dakota 
 
Re: Annual Report of the Funded Status of the South Dakota Retirement System 
 
We are pleased to report that the funded status of the South Dakota Retirement System (SDRS) as of the 
latest actuarial valuation date of June 30, 2006, remains strong. 
 
The strong investment returns of 2004 (16.6%), 2005 (13.3%) and 2006 (13.1%) have added substantially 
to the current well-funded status of SDRS. This strong performance: 
 

• Improved the Funded Ratio of the System from 111% to 117% based on the Market Value of 
Assets, 

• Increased the Cushion (Market Value of Assets over Actuarial Value of Assets) from $779M to 
$1,176M, and 

• Increased the Reserve for Funding of Long-Term Benefit Goals by $225M to a balance of $453M. 
 
Unlike similar statewide public systems, SDRS sets aside funds to cushion a downturn, and, as a result, 
has not incurred losses that must be recovered through future favorable experience, higher contributions 
or benefit reductions. This places SDRS in a very unique and enviable position and SDRS continues to be 
one of the best funded statewide public systems in the country. 
 
There were no benefit improvements or substantive changes in benefit provisions, no changes in 
economic or demographic actuarial assumptions, and no changes in actuarial methods since the 2005 
Actuarial Valuation. However, Buck Consultants changed valuation software for the 2006 Actuarial 
Valuation, which did not materially affect the valuation results.  
 
The benefit provision changes made in 2004 are anticipated to reduce costs by more than $300 million 
over the life of the System and the Board of Trustees continues to encourage the Legislators and 
Governor to be patient in proposing and adopting laws in areas affected by this legislation. It is paramount 
that sufficient experience be collected in the next three to five years to gauge the effects of the 2004 
legislation, particularly in the area of Retirees Returning to Work provisions. The Board and the System’s 
actuary consider the current provisions to be cost neutral to SDRS, but require time and experience to 
confirm it. 
 
The Board of Trustees is focusing on 2007-2008 as a period of reflection of successful past practices and 
strategic planning efforts for the future of SDRS. A decisive and thoughtful road map for SDRS as a 
mature, well-funded retirement system is the desired and expected outcome of these planning efforts.  
 
The enclosed information provides a summary of the current funded status of SDRS, the most recent 
years’ experience, and comparative data. We welcome your comments and questions. 
 
Sincerely,  

 
 

 Robert A. Wylie 
Administrator 

 Elmer P. Brinkman 
Chair of the Board of Trustees 
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SDRS FUNDED STATUS REPORT 
 
JUNE 30, 2006 MEASURES OF ACTUARIAL SOUNDNESS 
 
The most important measures of actuarial soundness for a retirement system are the Funding Period 
and the Funded Ratio. 
 
The Funding Period is a measure of the adequacy of the fixed contributions to SDRS to provide the 
fixed benefits. If adequate, the fixed contributions will pay the Normal Costs of the system (the cost 
of funding benefits earned each year) and fund the current Unfunded Actuarial Accrued Liability 
over a reasonable period. 
 
The Funded Ratio is a measure of the progress of the funding of accrued benefits to date. The Funded 
Ratio is equal to the SDRS assets at the Actuarial Value (a smoothed value that assumes the assets 
earn the long-term expected annual rate of investment return each year) divided by the Actuarial 
Accrued Liability (the Present Value of All Benefits earned to date including those that will be 
payable due to future salary increases). 
 
As of June 30, 2006, these actuarial measures for SDRS are: 
 

SDRS Funding Period 20 Years 

SDRS Funded Ratio 96.7% 
 
The Funded Ratio has increased from 40% in 1973 to over 90% each year since 1988 and over 95% 
on a consistent basis since 1997.  
 

History of Actuarial Accrued Liability Funded Ratios 
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DISTRIBUTION OF FUNDING REQUIREMENTS 
 
SDRS has only a very small Unfunded Actuarial Accrued Liability of $191 million, or 3.3% of the 
total accrued liabilities of the System. As a result, only a small part of the annual contributions is 
needed to fund the Unfunded Actuarial Accrued Liability. The following chart illustrates that 92% of 
the contributions pay for the cost of the current benefits (including System expenses) and only 8% of 
the contributions are required to amortize the Unfunded Actuarial Accrued Liability over 20 years. 
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This is in sharp contrast to the percentage of the contributions that was required to amortize the 
Unfunded Actuarial Accrued Liability of SDRS in the first ten years of the System and the length of 
the Funding Period at various times in the history of SDRS as noted below. 
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FUNDED STATUS STANDARDS 
 
The SDRS Board of Trustees’ recommendations for revised and strengthened “triggers” that require 
recommendations from the Board for action if the SDRS funded status drops below acceptable 
standards were enacted into Law effective July 1, 2004. As of June 30, 2006, the SDRS funded status 
is substantially better than each of the revised standards. 
 

Actuarial Measure Standard Actual 

Funding Period (Years to Amortize 
Unfunded Actuarial Accrued Liabilities) 

 
30 Years 

 
20 Years 

Funded Ratios (SDRS Assets/Actuarial 
Accrued Liabilities) 

• Based on Actuarial Value of Assets 
• Based on Market Value of Assets 

 
 

80% 
80% 

 
 

96.7% 
116.8% 

Market Value of Assets/Actuarial  
Value of Assets 

 
90% 

 
120.7% 

 
FISCAL YEAR 2006 SDRS EXPERIENCE 
 
The SDRS investment return of 13.1% substantially exceeded the assumed annual rate of return of 
7.75%, which resulted in an actuarial investment gain of $371M.   
  

Actual Investment Return $784M 
Less Expected Return 413M 
Actuarial Investment Gain $371M 

 

Effective July 1, 2005, the assumed annual rate of return was lowered from 8.0% to 7.75%.  

The SDRS 2006 liability experience was favorable. The System gains totaled $26 million and are 
broken down as follows: 

 Gain/(Loss) 
 

$ in Millions 

% of Present 
Value of 

All Benefits 

Compensation Gain $ 21 0.30% 
Decrement Gain  2 0.03% 
New Entrant and Rehired Member Loss  (11) (0.15%) 
Miscellaneous Gain  14 0.20% 
Total Experience Gain $ 26 0.38% 

 
All SDRS investment gains and liability gains and losses are allocated to the Reserve for Funding of 
Long-Term Benefit Goals over five years. Actuarial investment losses are allocated to the Reserve 
immediately. 
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RESERVE FOR FUNDING OF LONG-TERM BENEFIT GOALS 
 
The Reserve was initiated in 1995 as a means of setting aside gains from favorable experience to 
totally fund any proposed benefit improvements and to protect the System against future unfavorable 
experience. The Reserve has functioned as intended and has provided an important source of funds to 
offset the unfavorable experience from 2000 to 2003. 
 
The favorable investment experience for the past three years outweighed the negative effects of the 
revised economic actuarial assumptions and unfavorable liability experience of fiscal year 2005 to 
result in a $225M increase in the Reserve this year. 
 

Reserve at June 30, 2005  $228M 
Less Present Value of Benefits Enacted into 
 Law, funded from the Reserve 

  
 0M* 

Plus Current Year Allocations  225M 

Reserve at June 30, 2006  $453M 
 

* Most recent benefit improvement funded by the Reserve was effective July 1, 2000.  
 
Since 1995, $1,253M has been allocated to the Reserve and $800M in benefit improvements were 
fully funded from the Reserve, leaving a current balance of $453M. Credits of $638M will be 
allocated to the Reserve over the next four years. 
 
SDRS once again has a substantial margin to protect the System if unfavorable experience continues 
for a sustained period.  
 
FUNDED STATUS COMPARISONS 
 
The long-term experience of SDRS has been very favorable, resulting in a funded status that exceeds 
virtually all other statewide public retirement systems. 
 

 June 30, 2005 June 30, 2006 

 SDRS Average* SDRS Average* 

Funded Ratio (Actuarial Value of Assets) 97% 80% 97% 80% 

Funded Ratio (Market Value of Assets) 111% 80% 117% 84% 
 

* Wilshire Associates State Retirement Plan Funding Report for statewide public systems. 2006 averages estimated by Buck. 
 
The SDRS funded status as of June 30, 2006, based on the Market Value of Assets, is 39% better 
than the average system. 
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SDRS LIABILITIES AND RESOURCES 
 
Current SDRS members are projected to receive future benefits from SDRS that have a present value 
of $6.9B. Of that amount, 46% is due to current retirees and 54% is due to current active members. 
SDRS has existing assets of $5.7B at Actuarial Value and $6.8B at Market Value to offset those 
future costs. Over 98% of the total future costs of the System has been funded as of June 30, 2006. 
 

 
The Board of Trustees, the Administrator and the SDRS Staff encourages the Legislators and the 
Governor to allow the recently passed 2004 legislation to remain as enacted so that experience can be 
collected in these areas to substantiate cost neutrality. The system’s actuary proposes a period of at 
least three to five years as a sufficient timeframe in which to gather the necessary data for appropriate 
analysis. 
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BENEFIT IMPROVEMENT RECOMMENDATIONS – SDRS BOARD POLICY 
 
During 2004, the Board of Trustees refined its policy regarding the conditions that would permit the 
Board to recommend to the Legislature and the Governor benefit improvements to the System while 
maintaining its soundness and ability to sustain extended periods of unfavorable experience. 
 
The formal policy regarding benefit improvement recommendations as adopted by the Board during 
the September 2004 SDRS Board of Trustees’ meeting is as follows: 
 

Benefit Improvement Recommendation Policy 
 

The SDRS Board of Trustees will consider recommending benefit improvements if, after 
consideration of the improvements, the “Cushion” (market value of assets less the actuarial value 
of assets) is at least 23% of the actuarial value of assets. 

 
In addition to the formal policy as stated, listed below are further guidelines for the recommendation 
of benefit improvements adopted at the December 2004 SDRS Board of Trustees’ meeting: 
 

Benefit Improvement Recommendation Guidelines (assumes Policy is met) 
 

• The Reserve for Funding of Long-Term Benefit Goals is sufficient to fully fund the present 
value of the benefit improvement. 

• After consideration of the recommended benefit improvement 

o The Funding Period is 20 years or less, and 

o The Market Value of Assets Funded Ratio exceeds 100%. 

• The proposed benefit improvement must be consistent with the Board’s long-term benefit 
goals and public policy with regard to retirement practices. 

 
As of June 30, 2006, the Cushion is 21% of the actuarial value of assets. 
 
Benchmarks within the Board of Trustees’ Benefit Improvement Recommendation Policy are not 
currently achieved and therefore benefit improvements are not recommended at this time.  
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PLANNING FOR THE FUTURE OF SDRS 
 
As the Board of Trustees journeys into 2007 and beyond, it is evident that there is a distinct need and 
desire to appropriately plan for the future. SDRS is a well-funded, mature statewide retirement 
system that will need to confirm current practices and goals and establish guidelines for future 
operations. The Board has recognized this need for planning and will focus their efforts on the 
following two approaches: 

Reflection on Existing Actuarial Processes 

The Board of Trustees will be reviewing current actuarial procedures and funding methods 
relating to the annual actuarial valuation. Specifically, they will be studying and discussing 
appropriate: 

• Actuarial Asset Method, which determines the asset value to be used for funding purposes 
and its relationship to the Market Value of Assets, and   

• Actuarial Cost Method, which allocates the annual required contributions to the ongoing 
costs of SDRS.   

The study will identify the most reasonable asset and funding methods for determining actuarial 
requirements of the System with the following goals: 

• Reflection of the most likely long-term costs of the system, and 

• Elimination of confusion relating to unfunded liabilities. 

The Board believes this is an important and prudent review at this point in time considering the 
level of maturity and the current strong financial position of the system.  

Strategic Planning 

In addition to reflection on current actuarial processes, the Board of Trustees also will be 
conducting strategic planning sessions throughout 2007 and 2008 with regard to  

• General direction of SDRS (five, ten, and twenty years into the future); 

• Review and projection of the Board of Trustees’ long-term goals; 

• Development of a cohesive message of retirement income opportunities regarding SDRS, 
SRP and the SPP; 

• Communication of individual retirement income replacement needs; 

• Education regarding the importance of personal savings; and 

• Exploration of possible new approaches to retirement income. 

These efforts will ensure a unified and structured path of action in the short- and long-term for the 
Board of Trustees as the primary fiduciary responsible for SDRS.  
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SUMMARY 
 
With over $6.8B in assets, SDRS remains a very strong, well-funded retirement system. 
 

• The SDRS measures of actuarial soundness substantially exceed its standards and also exceed 
those of virtually all similar systems. 

• SDRS assets at Market Value exceed the Actuarial Value of Assets by $1,176M as of 
June 30, 2006, resulting in a substantial Cushion. 

• Over 98% of the amounts that will be required to pay all future benefits accrued and expected 
to accrue for current Members has been funded to date. 

• The net annual cash flow out of the System (benefit payments less contributions) is only 
1.45% of the Market Value of Assets. 

• The Reserve has protected the System as planned and currently has a positive balance of 
$453M.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This SDRS report is prepared in conjunction with the actuarial consulting firm, Buck Consultants, Inc.  
 
 


